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Abstract: 
 
The internationalisation of firms has gained much research attention since the 1970s. However, 
the behavioural aspect of firms‟ during their pre-internationalisation phase has not been 
sufficiently explored. This research proposes that a pre-internationalisation focus would not only 
offer an additional perspective to the study of firm internationalisation but would also address the 
significant research gap in studies that are theoretically based around the Uppsala Model. This 
study views the development of a firm from its pre-internationalisation phase into an 
international firm in accordance with the Uppsala Model‟s „state‟ to „change‟ aspect transition, 
with „internationalisation readiness‟ established as the missing link between these two aspects. 
 
During the pre-internationalisation phase, a firm is exposed to a wide variety of internal and 
external stimuli that triggers an impulse for foreign market expansion. The perception of these 
stimuli and the attitudinal commitment taken by the firm‟s decision-makers, as well as the firm‟s 
resource capabilities and the moderating effect of lateral rigidity, are influential towards an 
internationalisation decision. This paper argues the significance of adopting the pre-
internationalisation phase as a research platform and the importance of analysing firms‟ 
internationalisation readiness. A method is proposed for the development of an 
Internationalisation Readiness Index that could be used for measuring a firm‟s propensity to 
commence its first export operation. 
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INTRODUCTION 
 
Research into the internationalisation of firms has gained increasing attention since the 1970s, 
with the process of internationalisation being one predominant area that has attracted much 
research interest. Studies have attempted to explain the transition of a firm from its purely 
domestic origin into an international firm with commitment to one or more foreign markets 
(Johanson & Vahlne, 1977; Johanson & Wiedersheim-Paul, 1975; Bilkey & Tesar, 1977; 
Cavusgil, 1980). However, it has been noted that this is a research area that is still in need of 
continuing advancement (Luostarinen & Welch, 1990; Lamb & Liesch, 2002). Most notably, 
there has been a lack of studies that focus on firm activities and development through their pre-
internationalisation phase prior to the commencement of international operations. The sequential 
nature of the internationalisation process necessitates an examination of this period on which 
subsequent development is based (Wiedersheim-Paul, Welch and Olson, 1975). Although the last 
two decades have seen an upsurge in firm internationalisation research, studies that are focused 
on exploring the activities and development of firms prior to the commencement of international 
operations are rare.  
 
Existing theories of firm internationalisation do not adequately address pre-internationalisation 
activities that firms experience from their inception right up to their first international 
commitment. Very little research has been done that makes an in-depth examination of firm 
activities occurring within this pre-internationalisation phase that are directly or indirectly 
responsible for a firm‟s readiness to internationalise. Wiedersheim-Paul et al (1975) first 
highlighted the importance of studying pre-internationalisation activities and attempted to 
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explain this through a pre-export model but their study consists more of an exploratory review. 
Although this model has been utilised by Caughey and Chetty (1994) in their case study research 
on New Zealand firms, there has so far been no notable research that attempts to expand on the 
previous literature. The significance of this research gap is intriguing, as despite the presence of 
various viewpoints addressing the internationalisation behaviour of firms, it remains unclear as 
to how and why this process first originated as well as whether there is any underlying 
explanation for firms choosing either to or not to become international.  
 
The sequential nature of the internationalisation process is most often attributed to the Uppsala 
model‟s explanation that firms internationalise in stages, with increasing foreign involvement 
being the result of interplay between knowledge acquisition and market commitment (Johanson 
& Wiedersheim-Paul, 1975; Johanson & Vahlne, 1977). Adopting a behavioural approach, the 
model describes internationalisation as a learning process where lack of knowledge is perceived 
as a risk factor and this uncertainty is “reduced through incremental decision-making and 
learning about foreign markets and operations” (Johanson & Wiedersheim-Paul, 1975: 306). 
Despite criticisms that the Uppsala Model is too simplistic in having only a single construct 
(experiential knowledge) to explain internationalisation (Blomstermo and Sharma, 2003) and 
being deterministic in its assumptions (Reid, 1983; Turnbull, 1987), its significance to firm 
internationalisation cannot be denied, especially with empirical support for the model in studies 
that focus on the early stages of internationalisation (Melin, 1992).  
 
Recent studies have sought to improve on the Uppsala model‟s scope either through a reframing 
of constructs (Lamb & Liesch, 2002) or through development of more extensive models using its 
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underlying assumptions (Lam & White, 1999; Li, Li & Dalgic, 2004). This study recognises that 
the Uppsala model‟s support for the earlier stages of internationalisation makes it a fitting 
platform to conduct a study on firms‟ pre-internationalisation phase. A reframing of the Uppsala 
model to emphasize firms‟ pre-internationalisation phase would not only provide a new 
viewpoint for internationalisation research but could also offer a better explanation on a firm‟s 
decision to internationalise. Additionally, this supports the proposition that there is a need for 
models that can capture the early phase of internationalisation (Johanson and Vahlne, 2003). The 
Uppsala Model‟s theoretical framework explains the internationalisation process as an ongoing 
„state‟ and „change‟ aspects transition. From a pre-internationalisation perspective, the first state 
to change aspect transition occurs as a result of a firm becoming international after gaining a 
sufficient level of readiness to commit to a foreign market. 
 
This paper argues the significance of adopting a pre-internationalisation perspective. Focusing on 
exporting as a foreign market entry mode, this paper justifies the importance of measuring a 
firm‟s preparedness and propensity to commence international operations. The concept of 
internationalisation readiness is introduced to highlight this point of assessment. The first section 
of this paper presents a theoretical overview of relevant constructs and introduces a reframed 
Uppsala-based pre-internationalisation model to serve as a platform for conducting a study on 
pre-internationalisation activities. In the following section, a method is proposed for the 
development of a measure for the internationalisation readiness construct. The final section of 
this paper will examine the practical implications of this study as well as to establish how the 
operationalisation of the internationalisation readiness latent construct could be useful tool for 
firms in assessing the likelihood of success or failure in their export operations. 
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THE PRE-INTERNATIONALISATION PHASE: A REVIEW OF 
RELEVANT CONSTRUCTS AND A REFRAMING OF THE 
UPPSALA MODEL 
 
The Uppsala Model 
Johanson and Vahlnes‟ (1977) Uppsala Model builds on an assumption that firms 
internationalise in stages through a process of incremental decisions. The rationale behind the 
Uppsala Model‟s incremental commitment process is underpinned by Penrose‟s (1959) definition 
of experiential knowledge. The model‟s theoretical framework highlights a progressive 
development that occurs through transitions between „state aspects‟ and „change aspects‟ 
resulting from an ongoing accumulation of experiential knowledge. The key constructs identified 
under state aspects are: knowledge about foreign markets and resource commitment, and under 
change aspects: decisions to commit resources and the performance of current business activities. 
Further underlying the assumption of the Uppsala Model is that internationalisation is affected 
by the compatibility between a firm‟s experiential knowledge and its resource capabilities, as 
well as the perceived psychic distance of the potential foreign market (Johanson & Vahlne, 
2003). 
 
The state and change aspect transition implies an ongoing internationalisation process whereby 
commitment to foreign markets is positively correlated to the building-up of experiential 
knowledge. However, one vital issue that the model has not attempted to explain is: when does 
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this process begin? The cyclical state to change aspect transition illustrates a firm‟s increasing 
commitment to a foreign market but does not attempt to highlight a starting point for the process. 
There is also a lack of an explanation as to how and why the internationalisation process 
originated and what factors are responsible for influencing a firm‟s initial decision to commit to 
a foreign market. In order to understand how internationalisation occurs, we need to go further 
back to the process. An emphasis needs to be given on the decision-making process that is 
responsible for expanded international commitments (Welch, 1977). This accentuates the 
necessity of exploring a firm‟s pre-internationalisation phase.   
 
The Pre-Internationalisation Phase 
The term „pre-internationalisation‟ was mentioned in Lamb and Liesch‟s (2002) case study 
description but has hardly been used in firm internationalisation literature.  The importance of 
studying firms‟ pre-internationalisation activities was first highlighted by Wiedersheim-Paul et al 
(1975), which presented an exploratory review of SMEs‟ pre-export behaviour through a model. 
This model was refined in Olson and Wiedersheim-Paul (1978) and tested through multiple-case 
study method by Caughey and Chetty (1994) in their research on New Zealand firms. Taking a 
behavioural perspective, the focus in Wiedersheim-Paul et al (1975) is similar to the Uppsala 
Model, being drawn towards organizational learning and knowledge accumulation through an 
ongoing interaction between the firm and its environment. While the Uppsala Model explores the 
incremental process of foreign market commitment after the commencement of 
internationalisation, these studies in pre-export behaviour place emphasis on firm activities and 
development prior to its initial decision to commit to a foreign market. Taking a step backward, 
it can be established that there is a pre-internationalisation phase that occurs prior to the 
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occurrence described in the Uppsala Model (refer to Figure 1). There is likely to be a state of 
pre-internationalisation that a firm experiences before it becomes ready to make a commitment 
decision and becomes international. 
 
(Insert Figure 1 here) 
 
Central to the Wiedersheim-Paul et al (1975) pre-export model (refer to Figure 2 for a simplified 
version of this model) is the role of „stimuli‟ factors as key export commencement determinants. 
The importance of internal and external export stimuli was highlighted in the literature 
(Wiedersheim et al, 1975; Bilkey 1978; Aaby & Slater, 1989; Caughey & Chetty, 1994; 
Evangelista, 1994). It has been noted that the individual characteristics of a firm and its market 
are important for its ability to be exposed to export stimuli (Wiedersheim et al, 1975). Research 
has distinguished internal stimuli, generally being interpreted as those that are firm specific and 
relates to firm and management characteristics (Cavusgil & Nevin, 1981; Aaby & Slater, 1989; 
Knight & Cavusgil, 1996), from external stimuli, which are industry, market and environment 
specific (Ali, 2001; Liesch & Knight, 2001). 
 
(Insert Figure 2 here) 
 
According to the Wiedersheim-Paul et al (1975) pre-export model, whether appropriate stimuli 
are perceived by decision-makers will influence a firm‟s initial foreign market commitment 
(Olson & Wiedersheim-Paul, 1978). In this sense, it is reasonable to see exposure to stimuli and 
their influence on decision-makers as an ongoing organizational learning process through 
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information internalisation. This is complementary to the Uppsala model‟s argument that an 
ongoing learning process will lead to a growth in experiential knowledge, which results in 
incremental foreign commitment (Johanson & Vahlne, 1977; Anderson, 1993; Lord & Ranft, 
2000). As emphasised by Liesch and Knight (1999: 385), a “common thread in 
(internationalisation theories) is the importance of acquiring beneficial information and 
knowledge to support foreign expansion”.  
 
For a pre-internationalised firm, both internal and external stimuli provide the key information 
input on which later decisions to expand internationally could be made (Olson & Wiedersheim-
Paul, 1978; Caughey & Chetty, 1994). Through exposure to stimuli, an „impulse‟ is triggered, 
and whether a subsequent decision to internationalise is made would be dependent on whether 
the appropriate information presented by the impulse could be internalised by the firm into 
useable knowledge for making an internationalisation decision. Knowledge can be effectively 
utilised once a firm is aware that it is in possession of the knowledge and can make sense of it 
and apply it freely for the firm‟s benefit (Lim & Klobas, 2000). It is highlighted in Knight and 
Liesch (2002: 15) that “once sufficient information has been acquired and translated into usable 
knowledge”, a firm becomes “internationalisation ready”. 
 
Internal and External Stimuli 
The importance of internal stimuli for export has been widely discussed. The nature of a product 
in terms of its innovation, nature of input and degree of standardization has an impact on whether 
the product is exported (Vernon, 1966). The characteristics of a firm and its management are 
influential as well (Wiedersheim-Paul et al, 1975; Welch, 1977; Bilkey & Tesar, 1977; Bilkey, 
 9 
1978; Oviatt & McDougall, 1994). According to the traditional behavioural perspective, firm and 
market experience are essential as stimuli for export commitment (Johanson & Vahlne, 1977; 
Cavusgil, 1984). Knowledge and experience gained through network relationships are equally 
important (Hakansson, 1982). The role played by management in encouraging export is also 
likely to be essential as a stimulus in terms of its objectives, attitude towards risk and 
commitment, and, its long-term organizational goal in the global marketplace (Valos & Baker, 
1996). 
 
External demand, impact on scale economies and relative factor costs have been highlighted as 
important external stimuli for export (Vernon, 1966; Vernon & Wells, 1986). Wiedersheim-Paul 
et al (1975) identified key external stimuli in relation to market size, location of the firm, and 
psychic distance. External stimuli also include the placement of unsolicited orders or inquiries by 
foreign customers (Bilkey & Tesar, 1977; Cavusgil, 1980), and information gained through both 
domestic and foreign partners (Sharma & Johanson, 1987; Johanson & Mattson, 1988). Recent 
literature on „born global‟ firms argued that internationalisation has become more intense due to 
changing environmental, industrial and market conditions resulting from globalisation, 
competition, liberalization of trade and advances in technology  (McDougall & Oviatt, 2000; 
Chetty & Campbell-Hunt, 2004). The impact of globalisation is profound, impacting on foreign 
demand and reducing psychic distance through the promotion of cultural homogeneity and social 
change (Ohmae, 1994). This shift towards a global economy has lowered trade barriers, 
increasing the attractiveness and prospects of foreign markets as well as making the domestic 
market less attractive due to heightened domestic competition (Dunning, 1993). Globalisation 
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and advancing technologies are essential towards lowering the „hurdle‟ to internationalisation 
(Liesch and Knight, 1999). 
 
Firm Resources 
The pre-export model‟s emphasis on the role of the decision-maker in making an 
internationalisation decision suggests that a firm‟s information internalisation process and its 
readiness to commit is established by the characteristics of a firm‟s resources. This emphasis on 
a firm‟s resource capabilities is consistent with the Uppsala model‟s state aspects where market 
commitment and market knowledge are highlighted as the major elements. According to 
resource-based theory, a firm‟s bundle of tangible as well as intangible resources are essential 
towards its long-term sustainable competitive advantage (Wernerfelt, 1984). Internationalisation 
can thus be viewed as a strategic approach of consistent development and allocation of resources 
(Melin, 1992).  
 
From a pre-internationalisation perspective, resources are firm-specific factors on the basis of 
which market commitment is made, central to which is the role of the decision-maker 
(Wiedersheim-Paul et al, 1975; Olson & Wiedersheim-Paul, 1978). The characteristics of a 
decision-maker will influence a firm‟s involvement in both the domestic and international 
markets as his/her international orientation and attitude affect both the information 
internalisation process and commitment decision (Reid, 1983). The decision-maker‟s ability to 
make an internationalisation decision is also affected by the nature of the firm. Firm 
characteristics consist of attributes such as commitment (Aaby & Slater, 1989; Louter, 
Ouwerkerk & Bakker, 1991), attitude (Axinn, 1988), export orientation and confidence (Bilkey, 
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1978), and human resource attributes such as related skills (Axinn, 1988; Hardy, 1987; Louter et 
al, 1991) and knowledge (Bilkey, 1978; Christensen, da Rocha & Gertner, 1987).  
 
Attitudinal/Psychological Commitment 
At this point, it is necessary to clarify the nature of commitment. The Uppsala Model identifies 
commitment as important both within a state aspect and change aspect (Johanson & Vahlne, 
1977). Although commitment has often been viewed in relation to resources, this definition of 
commitment is limited and does not address the multi-dimensional nature of this construct 
(Lamb & Liesch, 2002). Commitment also denotes a psychological and attitudinal stake 
associated with motivation and involvement (Mowday, Porter & Steers, 1982; Gundlach, Achrol 
& Mentzer, 1995). It is thus necessary to distinguish psychological and attitudinal commitment 
from resource commitment.  
 
A psychological/attitudinal commitment is likely to be established at an earlier stage of an 
internationalisation decision as compared to a commitment of resources. For example, a 
decision-maker is likely to exhibit psychological and attitudinal commitment during the pre-
internationalisation phase due to exposure to stimuli. Some level of psychological and attitudinal 
commitment is necessary to arouse interest as well as to encourage the decision-maker to seek 
further information or to evaluate alternatives regarding future firm strategies. Resource 
commitment is necessary only when the decision-maker feels that the firm has the propensity to 
venture into a foreign market. According to the Uppsala Model, a change aspect occurs through a 
desire to commit resources by the decision-maker on basis of perception of problems and 
opportunities in a market abroad (Blomstermo & Sharma, 2003). 
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Lateral Rigidity 
An organisation can be viewed as a system whereby information is processed and decisions are 
rendered (Cyert and March, 1963). The antecedent to this process is an understanding on how 
information is secured, communicated and used in decision-making.  One essential issue to 
consider regarding the information internalisation process is that not all firms that have been 
subjected to information through stimuli exposure ultimately internationalise and become 
exporters. A moderating force seems to be present between the process of stimuli exposure and 
information internalisation where a firm‟s resource factors either accept or reject the perceived 
impulses. Luostarinen (1979) described this assumption as a form of „lateral rigidity‟, a typical 
feature at every stage of a decision-making process, which is the result of a firm‟s behavioural 
characteristics that cause inelasticity in its decision-making behaviour.  
 
Lateral rigidity refers to a limited perception of stimuli factors, an inability of a firm to react due 
to resources constraint, a biased search that results in limited information, or a confinement of 
choices due to uncertainty and risk avoidance (Luostarinen, 1979). Lateral rigidity assists in a 
better understanding of the unpredictable actions firm take in their internationalisation decisions. 
The inclusion of lateral rigidity provides a more complete explanation as to why a firm that has 
been subject to information may or may not make use of such information, why the 
internationalisation process does not necessarily go smoothly according to plan, and why an 
exposure to stimuli impulses may not be a sufficient condition for the company to become 
engaged in an international commitment.   
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A Reframed Uppsala-Based Pre-Internationalisation Model 
Research literature, as reviewed above, has sufficiently defined the pre-internationalisation phase 
as a learning stage that all firms‟ experience prior to internationalisation. A firm‟s exposure to 
internal and external stimuli starts the pre-internationalisation phase by triggering an impulse. 
Whether information created by this impulse can be internalised by the firm will be dependent 
upon how it is being perceived by the decision-maker in view of the firm‟s bundle of resources, 
the decision-maker‟s attitudinal and psychological commitment, as well as the moderating effect 
of lateral rigidity. Information that is internalised by the firm becomes part of its knowledge 
resource. This accumulation of experiential knowledge will in turn present an impact on the 
recursive cycle of stimuli exposure and commitment, raising the firm‟s level of 
internationalisation readiness. 
  
Internationalisation readiness is a new latent construct introduced in this paper to highlight a 
firm‟s transition from a purely domestic firm into an international firm. A firm within the pre-
internationalisation phase will need to consider whether to make a decision to commit resources 
to a foreign market at some point in time. When the firm initiates its first export, it exits the pre-
internationalisation phase and enters the internationalisation process described by the Uppsala 
Model. If it decides not to export, it remains within the pre-internationalisation phase. This 
narration is illustrated through a reframed Uppsala-based pre-internationalisation model in 
Figure 3.  
 
(Insert Figure 3 here) 
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MEASURING INTERNATIONALISATION READINESS 
 
The internationalisation readiness construct aims to analyse a firm‟s preparedness and its 
propensity to commence internationalisation through an export entry mode. An appropriate 
measure developed for this latent construct will allow firms to determine their level of readiness 
for commencement of export operations. This section will attempt to address the major issues 
vital to the development of this measure. 
 
Scale vs. Index Assessment 
The first important decision to make in the operationalisation of the internationalisation readiness 
construct is the question on whether an index or a scale would be more appropriate. The main 
criterion for assessing the appropriateness of using either an index or a scale would be the nature 
of the relationship between the latent construct and the observed indicators, whether the observed 
indicators are „reflective‟ of the properties of the latent construct or have a causal „formative‟ 
effect on the latent construct (Bollen & Lennox, 1991). Causal indicators form the value of a 
latent construct, with an index being an appropriate measure, while reflective indicators are 
driven by the latent construct, and the use of a scale is more appropriate (Netemeyer, Bearden & 
Sharma, 2003) (refer to Figure 4 for an illustration of the differences). In this study, it has been 
noted that the observed indicators (stimuli, attitudinal/psychological commitment, lateral rigidity 
and firm resources) have a causal rather than reflective relationship on the latent construct 
(internationalisation readiness). Research literature, as reviewed in the previous section, has not 
established a reflective relationship between the indicators and the concept of internationalisation 
readiness. Each indicator by itself does not provide an explanation for internationalisation 
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readiness but only becomes explanatory when observed conjointly together. Another guideline to 
determine whether a formative or reflective relationship exists would be an assessment of 
whether a change in the latent construct will result in similar changes in the observed indicators 
(Gray & Meister, 2004). In this case, a higher level of internationalisation readiness does not 
necessarily increase the value of each of the observed indicators. The issues highlighted here 
justify the use of an index rather than a scale. 
 
(Insert Figure 4 here) 
 
A Brief Review of Commonly Cited Indexes 
Indexes explain the relationship in formative models and are useful for analytical purposes. They 
are widely applied in economics-related problems. However, it has been noted that 
methodological literature relating to index construction is rare in comparison to that of scale 
development (Diamantopoulos & Winklhofer, 2001). This problem highlights the need to review 
some existing indexes, with special attention given to the methods used in their construction. The 
aim is to identify suitable criteria that can be used for the development of an Internationalisation 
Readiness Index (IRI). For this purpose, commonly cited indexes like the Consumer Price Index 
(CPI), the Economist‟s Big Mac Index, the United Nation Development Programme‟s (UNDP) 
Human Development Index, and the Kearney/Foreign Policy (KFP) Globalisation Index will be 
discussed through an assessment of their purposes and a break-down of the methods used in their 
construction. This analysis will be of major assistance to developing the IRI. Additional 
emphasis will also be given to guidelines provided in relevant literature.  
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The indexes reviewed in this paper can generally be distinguished according to two main 
categories: the CPI and the Big Mac Index are primarily used for benchmarking purposes, and 
the HDI and the Globalisation Index are each used for measuring the degree of a defined 
phenomenon. The CPI is probably one of the most commonly used benchmarking indexes, being 
a measure of the proportionate or percentage change in a set of prices over time (ILO, IMF, 
OECD, UNECE, Eurostat & The World Bank, 2004). The prerequisite for constructing the CPI 
is a weighted average price of a „basket‟ of consumer goods and services assigned to a reference 
period commonly termed as the „base‟ year. A fixed weight is assigned to each item in the basket 
proportional to its relative importance in consumer spending as determined through surveys 
(Samuelson & Nordhaus, 1998). The consumption rates during the required assessment time 
periods are then compared against the base year for change. The CPI provides an important tool 
for analysts in assessing the rate of price inflation experienced by consumers between two time 
periods (Afriat, 2005).  
 
Another index popularly used an a benchmarking tool by analysts is the Big Mac Index 
developed by The Economist magazine for measuring the theoretical exchange rates between 
two currencies. The Big Mac Index allows two different currencies to be compared to determine 
whether a currency is under-valued or over-valued (The Economist, 2001). The Big Mac Index is 
an adaptation of the theory of purchasing power parity (PPP), which states that any difference 
between the exchange rates of two currencies will adjust naturally such that the cost of a sample 
basket of tradeable goods should be of the same value in both currencies (Madura, 1998). In this 
case, the sample basket is represented only by one product, the price of a McDonald‟s Big Mac, 
which is used as the indicator for comparison. The index is calculated by dividing the cost of a 
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Big Mac in one country against that of another (according to their respective currencies) and this 
resulting value is then compared with the prevailing currency exchange rate. A value lower than 
the exchange rate shows that the first currency is under-valued and a higher value shows that the 
first currency is over-valued (The Economist, 2001).  
 
The other two indexes reviewed in this paper differ in that besides being used for benchmarking, 
there is the additional emphasis of providing a summed value for defining the nature of a 
construct. The Human Development Index (HDI), for example, is a summary measure of „human 
development‟ used by the United Nations Human Development Programme (UNDP) for 
assessment of achievement in a country according to three dimensions: life expectancy, 
knowledge/education, and GDP/standard of living (Ivanova, Arcelus & Srinivasan, 1999). Each 
dimension is measured as an individual index with a value of between 0 and 1, calculated by 
identifying the highest and lowest values for the dimension using the formula: 
 
actual value – minimum value 
Dimension index = -------------------------------------------- 
maximum value – minimum value 
 
A weight is assigned (in this case, a universal weight of 1/3 for each dimension index) and the 
HDI is then calculated by a weighted-sum average of the three dimension indexes to achieve a 
final score (UNDP, 1996).  
 
Another similarly fashioned index that has received significant attention in recent years is the 
Kearney/Foreign Policy (KFP) Globalisation Index developed by the A. T. Kearney/ Foreign 
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Policy magazine. The index aims to analyse the level of globalisation for individual countries 
through an evaluation of four main dimensions: economic integration, personal contact, 
technological connectivity and political engagement (Foreign Policy, 2001; 2004). Similar to the 
HDI, the KFP Globalisation Index is calculated by a weighted-sum average of pre-established 
dimensions. First, relevant variables for the dimension are identified and the resulting 
quantitative value of each is normalised by a panel normalisation procedure by identifying the 
highest and lowest value for the variable according to the formula: 
 
y = (x – lowest value)/ (highest value – lowest value), 
 
where x is the value of the variable for the required country and y is the normalised value of 
between 0 and 1. The Globalisation Index for each country is finalised by summing up the 
variables. Weights are assigned arbitrarily, with some variables double-weighted and most 
single-weighted (Lockwood, 2001). 
 
Development of an Internationalisation Readiness Index 
The above review of indexes demonstrates some similarities in the methods used in their 
construction. Four key points are noted. To begin, identifying the indicators that are relevant to 
the specification of a particular index is essentially the first step. Second, quantitative data needs 
to be gathered for each indicator that will be used in calculation. Next, because items of different 
dimensions are being measured, a procedure of normalisation is required to adjust the data value 
for meaningful interpretation. Finally, each indicator must be assigned weights according to their 
degree of importance to the index before being summed to a total value. It can be observed that 
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single dimension measures like the CPI and the Big Mac Index are less complex in comparison 
with the HDI and the Globalisation Index, which attempt to address problems of a multi-
dimensional nature. As the Internationalisation Readiness Index (IRI) aims to measure the 
propensity and ability of a firm to commence export operations through an analysis of four 
dimensions (stimuli, attitudinal/psychological commitment, lateral rigidity and firm resources), 
the methods used in the development of the HDI and the Globalisation Index are more 
appropriate for adaptation. This index will be developed according to the formative relationship 
specified in the formula highlighted in Bollen & Lennox (1991: 306): 
 
 =  + 2 2 + … + n n +  , 
 
where  is the latent construct,  is the parameter reflecting the contribution of observed variable 
 to the latent construct, and  represents the disturbance term. 
 
The development of the IRI will require an initial judgement be made on the identification of 
relevant items that are formative indicators to the internationalisation readiness latent construct. 
To ensure that these indicators present a valid measure of the latent construct, the guidelines 
proposed by Diamantopoulos & Winklhofer (2001) must be observed. According to the authors, 
guidelines for constructing indexes based on formative indicators are rare, but four issues have 
been identified through a review of dispersed literature that are considered crucial to successful 
index construction: content specification, indicator specification, indicator collinearity, and 
external validity. Content and indicator specifications are important due to the abstract and 
ambiguous nature of latent constructs in formative models (Bagozzi, 1994) as well as the need to 
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address the full scope of such constructs (Jarvis, Mackenzie & Podsakoff, 2003), the failure of 
which may result in the deficiency of a measure due to the omission of part of the formative 
model (Churchill, 1979). The criteria of content specification and indicator specification can be 
established through an extensive literature review supported by a case study research. This paper 
has so far established a conjoint relationship between four dimensions through literature review: 
stimuli, attitudinal/psychological commitment, lateral rigidity and firm resources as causal 
indicators of the internationalisation readiness latent construct. Supporting case studies with a 
small sample of firms will allow these concepts to be further refined as well as to ensure that all 
variables for each dimension are adequately addressed. The condition of indicator collinearity 
means that multicollinearity among the variables will have to be inspected to ensure that all are 
within the appropriate cut-off threshold for inclusion in the index (Diamantopoulos & 
Winklhofer, 2001). Unlike in the case of reflective models, evaluating the adequacy of measures 
in formative models through internal consistency reliability has been noted as being 
inappropriate (Bollen & Lennox, 1991). For reflective indicators, external validity should be 
inspected by paying attention to nomological or criterion-related validity (Jarvis, Mackenzie & 
Podsakoff, 2003), possibly through a correlation with relevant variables that are external to the 
index (Diamantopoulos & Winklhofer, 2001).  
 
The second stage of developing the IRI will require the collection of quantitative data. This will 
be done through a questionnaire survey where sample firms will be required to respond to 
questions that relate to the key dimensions of stimuli, attitudinal/psychological commitment, 
lateral rigidity and firm resources. Before the commencement of analysis, each quantitative 
measure must be normalised. The panel normalisation technique used in the Globalisation Index 
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as discussed earlier is suitable for the IRI. Normalisation will adjust any differences between the 
dimensions into a similar threshold within the range of 0 to 1. Finally, before the IRI can be 
calculated through a weighted sum average of the indicators, attention needs to be given to the 
assignment of weights. The weighting system used in the HDI and the Globalisation Index have 
been widely criticised in literature, the HDI for being simplistic in using similar weights for all 
dimensions (Palazzi & Lauri, 1998), and the Globalisation Index for being arbitrary and cannot 
be justified either statistically and by a-priori reasoning (Lockwood, 2001). Weightings can be 
determined statistically through the use of factor analysis. Factor loading will show the 
importance of the variables according to the factor dimensions (Zikmund, 2003), and this can be 
used as weights for calculating the IRI.  
 
CONCLUSION AND PRACTICAL IMPLICATIONS 
 
Internationalisation has become an important part of a firm‟s strategy, which at the most basic 
level involves the use of external market-based modes of exchange. The preference for an 
external market-based mode of entry among firms in recent decades has been highlighted in 
literature (Liesch and Knight, 2001; Dhanaraj and Beamish, 2003). The propositions in this study 
could thus be useful as a guiding point for potential exporters. The pre-internationalisation 
perspective adopted by this study will contribute to existing research by providing a new 
perspective to research in firm internationalisation. The concept of internationalisation readiness 
offers firms the ability to analyse their level of preparedness for international commitment.  
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It should be noted that firms could start to internationalise prior to achieving internationalisation 
readiness as well as not internationalising despite having achieved internationalisation readiness. 
Export decision is influenced not only by a firm‟s internationalisation readiness but also by its 
willingness to commit resources to a foreign market. Figure 5 presents an Export Decision 
Matrix utilising the dimensions „level of internationalisation readiness‟ and „level of resource 
commitment to export‟. The matrix highlights four different types of firms that could emerge 
through the pre-internationalisation phase. This study hypothesises that a firm that starts 
exporting after achieving a high level of internationalisation readiness (firm type A) is more 
likely to have long-term success as compared to a firm that starts exporting to a foreign market 
when its level of internationalisation readiness is still relatively low (firm type C). The use of the 
proposed Internationalisation Readiness Index will allow firms classified under firm type B 
(already achieved internationalisation readiness but have yet to commence export operations) to 
be given greater attention as potential exporters. Type C firms, on the other hand, should exercise 
extreme caution in their export operations. 
 
(Insert Figure 5 here) 
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FIGURES 
Figure 1: Positioning the Pre-Internationalisation Phase 
 
 
 
 
 
 
Figure 2: Simplified Pre-Export Model (Wiedersheim Paul et al, 1975) 
 
 
 
 
 
 
 
Figure 3: A Reframed Uppsala-Based Pre-Internationalisation Model 
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Figure 4: Reflective vs. Formative Model 
 
 
 
 
 
 
 
 
Source: Models are adapted from Bollen & Lennox (1991) and Diamantopoulos & Winklhofer (2001) 
 
Figure 5: Export Decision Matrix 
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